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REPLY COMMENTS OF QWEST
CORPORATION

Qwest Corporation ("Qwest") submits the following reply comments pursuant to the

Procedural Order entered in these dockets, dated November 28, 2007.
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1 . REPLY COMMENTS REGARDING ACCESS

Switched access reform is not specific to a single company or section of the industry.

CLEC access reform is equally as important as the reform that Qwest has already undertaken in

Phase I of the Cost of Telecommunications Access Docket. Implicit subsidies create

opportunities for arbitrage and allow CLECs to charge unrestrained rates to carriers without any

justification. As Qwest has detailed in opening comments, rate restructuring encourages
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efficient compe tition. Esche lon, e t a l, a rgues  tha t the  revenue  gene ra tion from this  implicit

subsidy is  necessa ry for the  financia l exis tence  of many CLECs. Certa inly, reduction in access

ra tes lowers revenues, but those  are  revenues genera ted from third parties who are  not able  to

choose  whe the r to tennina te  ca lls  through tha t LEC. As  Time  Warne r points  out in its

comments , this  dispa rity injures  othe r compe titors . Qwest cannot agree , however, with Time

Warner's  mistaken assertion tha t this  docket should further address  the  access ra tes  of Qwest in

Phase  II. The  docket must take  into account the  full range  of access  charge  issues  ra ised in

Qwes t's  initia l comments . And, with re spect to Qwes t specifica lly, Qwes t re ite ra te s  tha t its

switched access ra tes have a lready been substantia lly reduced in Phase  I of this  proceeding.

Esche lon a rgues  tha t the  ACC should wa it until the  FCC acts  in the  Inte rca rrie r

Compensa tion docket. However, the  FCC did act on CLEC access  ra tes  in the  7Iill report and

orde r, and rea ffirmed tha t decis ion in the  gm report and orde r.l The  FCC res tricted CLECs from

drifting ra te s  highe r tha n those  of the  ILE Cs  with which the y compe te . At a  minimum, the  ACC

should bring Arizona  CLEC access  ra te s  current with FCC orde rs  a lready in place . This  includes

the  Carrie r Common Line  cha rge  (CCL) which was  e limina ted by the  FCC both through the

CALLS plan and in the  7th and 8th report and order for the  CLECs. The  ana lysis  which Esche lon

ca lls  on the  Commiss ion to make  for each individua l CLEC was  re jected by the  FCC.

Esche lon a lso proposes  to introduce  billing dispute  issues  into the  docke t. This  is  ne ithe r

necessa ry nor appropria te  for this  inquiry. There  a re  we ll e s tablished processes  for re solution of

billing disputes . Bringing these  issues  into a  discuss ion of access  cha rge  ra te s  will s imply

unnecessarily broaden and delay the  inquiry into the  appropria te  ra te  levels  for switched access

22 rates.

23

24

ALECA proposes  tha t the  full amount of recovery for switched access  reductions  should

come from the  AUSF. Qwest continues  to advoca te  tha t the  Commission should es tablish a  s ta te
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1 Refonn of Access  Charges  Imposed by Competitive  Loca l Exchange  Carrie rs , Eighth Report
and Order and Fifth Order on Reconsidera tion, CC Docke t No. 96-262, 19 FCC Rcd 9108
(2004).
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wide  a ffordability benchmark and tha t ca rrie rs  may only recover cos ts  from the  AUSF tha t a re

above  tha t benchmark and only a fte r be ing subj e t to some  font of ea rnings  review. Qwest

further describes  this  proposa l in the  AUSF portion of these  comments .3

4

REPLY COMMENTS REGARDING THE ARIZONA UNIVERSAL SERVICE

6 FUND ("AUsF")

5 11.

7

8 A.

9

10 ALECA has  provided seemingly contradictory responses  to the  ques tion of who may

11 draw from AUSF. In re sponse  to Q.l ., ALECA s ta ted tha t only companie s  de fined a s  rura l

12 companie s  pe r the  1996 Te lecom Act should qua lify. However, in re sponse  to Q9., ALECA

13 sta ted tha t CETCs serving rura l a reas  and small communities  may rece ive  AUSF based on the

14 CETCs ' own cos t. In re sponse  to Q5., ALECA s ta ted "All ca rrie rs  whose  cus tomers  pay into the

15 AUSF should have  an opportunity to draw from the  fund to recover the  costs  or foregone

16 revenues  from providing bene fits  to the  public cons is tent with unive rsa l se rvice  objectives ."

17 These  pos itions  cannot a ll be  true  and confuse  the  purpose  of AUSF. ALECA should cla rify

18 the ir proposa l to clea rly s ta te  wha t entitie s  a re  e ligible  for AUSF. Rega rdle ss , Qwes t's  pos ition

19 is  tha t a ll ETCs should be  e ligible  to rece ive  support based on the  crite ria  Qwes t provided in its

20 origina l comments .

21 Qwes t's  pos ition is  clea r tha t rura l, non-rura l, and CETCs a re  a ll e ligible  for AUSF

22 funding subject to ce rta in provis ions :

23 1. Must be  an ETC and se rve  high cos t a reas  of Arizona .

24 2. ETCs ' bas ic loca l se rvice  ra te s  in high cos t wire  cente rs  must mee t or exceed a

Commiss ion-de te rmined a ffordability benchmark.

Eligibility for AUSF Funding
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1 3. ETCs  m us t file  a  s im plifie d e a rnings  inve s tiga tion to de m ons tra te  a  ne e d for AUS F

2 s upport.
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4 B. How should TheA USF surcharges be calculated?
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Of a ll the  pa rtie s  filing comme nts  on the  re ve nue s  to be  a s se s se d, only Ve rizon supporte d

the  e xis ting m e thodology. The  e xis ting m e thodology is  highly dis crim ina tory, pla c ing 50

pe rce nt of the  AUS F funding burde n on provide rs  of intra s ta te  toll s e rvice . Intra s ta te  toll s e rvice

is  a n a na chronis m in the  curre nt ma rke tpla ce . The  whole  conce pt of toll ve rs us  loca l s e rvice

disa ppe a rs  in wire le s s  communica tions , a nd is  be coming le s s  re le va nt a s  consume rs  chose

bundle d s e rvice  for toll ca lls  from a  wide  ra nge  of te le phone  s e rvice  te chnologie s . As

re cognize d by ALECA a nd AT&T, a s  we ll a s  Qwe s t,  the  m os t e quita ble  m e thodology curre ntly

a va ila ble  is  to a s se s s  a ll intra s ta te  te le communica tions  s e rvice s ' re ve nue s . This  include s

wire line , wire le s s , ca ble  te le phony, a nd inte rconne cte d VoIP  s e rvice s . The re fore , a

s ingle  surcha rge , ra the r tha n a  thre e  pa rt me cha nism, should be  ca lcula te d to a sse ss  a ll intra s ta te

te le communica tions  se rvice s ' re ve nue  a t the  sa me  ra te  a t a  sufficie nt le ve l to cove r AUS F16

17 s upport.

20

Should companies be required toile a rate case? Ha rate ease is not required, what
method should be used to determine whether a company should receive AUSF
payments?
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ALECA ta ke s  the  pos ition tha t rura l ca rrie rs  re ce iving AUS F s upport in com pe ns a tion for

high cos t loops  or fore gone  a cce s s  re ve nue s  should not be  re quire d to unde rgo individua l

compa ny ra te  ca se s , but ra the r re ce ive  AUS F on a  dolla r for dolla r ba s is  for fore gone  intra s ta te

a cce ss  re ve nue s  a nd re ce ive  AUS F for high cos t loops  tha t e xce e d 115 pe rce nt of the  na tiona l

a ve ra ge  loop cos t. In orde r to de m ons tra te  the  loop cos t, ALECA propos e s  to utilize  the  NECA
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loop cos t re porting tool. ALECA's  proposa l is  proble ma tic from four pe rspe ctive s .

Firs t, the  purpose  of the  AUSF is  to advance  the  ACC's  unive rsa l se rvice  goa ls , s ince  a ll

te lecommunica tions  cus tomers  in the  s ta te  a re  providing funding for AUSF. The  only goa l tha t

ALECA discusses  in the ir proposa l is  increased inves tment in rura l a reas . This  additiona l

investment, in and of itse lf, does  nothing to advance  the  94.2 percent leve l of pene tra tion for

voice  grade  se rvices  tha t currently exis ts  in Arizonan. It is  appropria te  to demonstra te  how the

additiona l investment furthers  the  goa ls  of universa l se rvice  and demonstra te  tha t the  addition

inves tment provided by AUSF in is  the  public inte re s t.

Second, the  ALECA members  a re  regula ted through the ir ra te  of re turn for intras ta te

se rvices . Given this  form of regula tion, it is  only common sense  tha t any additiona l revenues

derived from the  AUSF or revenues rece ived to replace  foregone  access  revenues be  justified

through some sort of ea rnings  investiga tion. Qwest has  recommended tha t a  s implified ea rnings

inves tiga tion process  be  utilized. To the  extent tha t a  ca rrie r has  ente red into an AFOR

agreement with the  Commiss ion, something othe r than the  s implified ea rnings  inves tiga tion may

be  appropria te , to the  extent tha t the  AFOR agreement recognizes  the  poss ibility of rece iving

support from AUS F.
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Third, any federa l universa l se rvice  (FUSF) support tha t is  ta rge ted to the  s ta te

jurisdiction must be  cons ide red in the  de tennina tion of AUSF, othe rwise , double  recove ry of

loop or switch cos ts  will take  place . For example , FUSF provides  rura l ca rrie rs  with loop cos ts

grea ter than l15 percent of the  na tional average , but less  than 150 percent of the  na tional

ave rage , an additiona l recovery of 65 pe rcent of the  cos ts  in this  range . If the  rura l ca rrie r's  loop

costs  exceed 150 percent of the  na tional average , it rece ives an additional recovery of 75 percent

of the  cos ts  above  this  leve l. The  rura l ca rrie rs  a lready rece ive  25 percent of the ir loop costs

through inte rs ta te  ra tes  and cost recovery mechanisms. Therefore , 100 percent of a  rura l
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2 TELEP HONE S UBS CRIBERS HIP  IN THE UNITED S TATES , Indus try Ana lys is  a nd
Technology Divis ion Wire line  Compe tition Bureau Fede ra l Communica tions  Commiss ion,
released June 2007 at Table 2.
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colnpany's  loop cost in excess  of 150 percent of the  na tional average  and 90 percent of its  loop

cost between 115 percent and 150 percent are  a lready recovered through intersta te  ra tes and

3 FUSF. Allowing rura l companies  to rece ive  AUSF for cos ts  in excess  of 115 pe rcent of the

4

5

na tiona l ave rage , without cons ide ring FUSF, is  irra tiona l, and only se rves  to bloa t the  AUSF

fund and enrich its  recipients  as  the  expense  of the  consumers of te lecommunica tions services  in

the  s ta te  of Arizona .6
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Fourth, the  AUSF process  should focus  initia lly on the  re spons ibility of ca rrie rs  to

recover the  cost from its  own end users . Qwest proposes  tha t the  Commission deve lop an

a ffordability benchmark for high cos t a rea s . ETCs  should only be  e ligible  for AUSF support to

the  extent tha t the  ra te  for basic service  in the  high cost a rea  meets  or exceeds the  Commission
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de tennined a ffordability benchmark.

Without adequa te  controls  on qua lifica tions  for the  AUSF as  discussed above , it is

possible  tha t the  rules  will encourage  uneconomic investment tha t does  not advance  Arizona 's

unive rsa l se rvice  goa ls . In this  s itua tion, AUSF would only advance  the  financia l inte re s ts  of

se lected fund recipients . As  Qwest noted in its  initia l comments , the  s ize  of the  AUSF should be

close ly monitored to prevent uncontrolled growth.

1 7

1 8 D. Should the fund allow upfront reeoverjy of eonstruetion costs ?
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Both Verizon and AT&T s ta te  tha t up front recove ry of cons truction cos ts  should not be

a llowed because  it may provide  double  recovery of cos ts  in conj unction with FUSF and it may

not be  ava ilable  to s imila rly s itua ted ca rrie rs . Additiona lly, Ve rizon s ta te s  tha t one  time  funding

could impose  a  hardship on ra tepayers  through spikes  in the  surcharge . Qwest disagrees . A

properly des igned, upfront mechanism will not cause  double  recovery, nor impose  a  hardship

upon ra tepaye rs . If the  one -time  AUSF dis tributions  a re  ta rge ted to extending facilitie s  to

potentia l cus tomers  not presently rece iving se rvice , or for the  ameliora tion of inadequa te  se rvice
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as  discussed by Qwest in its  initia l comments , these  issues  a re  moot. Additiona lly, the  othe r

safeguards that Qwest has suggested, such as accounting for FUSF, use  of a  simplified earnings

inves tiga tion, and the  use  of an a ffordability benchmark a ll protect the  fund from excess ive

growth. Allowing upfront re cove ry in the  ma nne r propose d by Qwe s t goe s  dire ctly to providing

service  where  it is  currently not ava ilable  or inadequa te .

6

7 111. R E P LY C O MME NTS  R E G AR DING  LIF E LINE  ADMINIS TR ATIVE  E XP E NS E S
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In response  to Question 21, Verizon ra ised the  concern tha t "substantia lly increasing the

size  of the  AUSF should be  avoided, unless  clear benefits  to Arizona  residents  a re  evident."

Based on program e ligibility da ta  provided by the  Arizona  Depa rtment of Economic

Security, the  ETCs have  projected tha t 400,000 households could be  added to the  Life line

progra m if DES  we re  to provide  a utoma tic e nrollme nt for Life line  concurre nt with the ir

e nrolling a n individua l in a  qua lifying progra m. This  a ddition of 400,000 house holds  would

re sult in $38 million in Fede ra l bene fits  be ing pa id to Arizona  re s idents  enrolled in the  Life line

16 program.
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Qwest be lieves  a lloca ting approximate ly $325,300 in AUSF funds  in orde r to ge t an

es timated $38 million in Federa l funds  pa id to Arizona  res idents  would be  an appropria te  use  of

the  AUSF and provides  a  "clea r benefit to Arizona  res idents", as  suggested by Verizon.

RES P ECTFULLY S UBMITTED this  4th da y of Fe brua ry, 2008.
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Norma n G. Curtright 7
4 0 4 1  N.  Ce n tra l Ave . ,  s u ite t0 0
P hoe nix, Arizona  85012
Te le phone : (602) 630-2187

Fa x: (602)235-3107
Attorne y for Qwe s t Corpora tion
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Origina l and 15 copies  of the  foregoing
were  filed  th is  4th  day of Februa ry, 2008 with :
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Docke t Control
Arizona  Corpora tion Commiss ion
1200 West Washington Street
P hoe nix, AZ 85007

6 COPY of the  foregoing  ma iled/ema iled
This  4th day of February, 2008 to:
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Jane L. Rodder
Adminis tra tive  La w Judge
Arizona  Corpora tion Commiss ion
1200 West Washington Street
P hoe nix, AZ 85007
jrodda@cc.sta te .az.us

Ernest G. Johnson, Director
Utilitie s  Divis ion
Arizona  Corpora tion Commiss ion
1200 West Washington Street
P hoe nix, AZ 85007
ernestjohnson@cc.state .az.us
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Chris tophe r Ke e le y, Chie f Couns e l
Arizona  Corpora tion Commiss ion
Le ga l Divis ion
1200 West Washington Street
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ckemp1ey@cc.state.az.us

Maureen A. Scott, Esq.
Le ga l Divis ion
Arizona  Corpora tion Commiss ion
1200 West Washington Street
P hoe nix, AZ 85007
mscott@cc.sta te .az.us
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Michae l W. Pa tten
Roshka  Herman & DeWu1f, PLC
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Thomas  Campbe ll
Mic h a e l a lla n
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mha llan1@lrlaw.com
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Ma rk A. DiNunzio
Cox Arizona  Te lkom, LLC
MS : DV3-16, Bldg. C
1550 West Deer Va lley Road
P hoe nix, AZ 85027
Ma rk.dinunzio@cox.com

Scott Wakefie ld, Chie f Counse l
Re s ide ntia l Utility Cons ume r Office  (RUCO)
1110 West Washington Stree t, Suite  220
P hoe nix, AZ 85007
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OrbitCom , Inc .
Bra d Va nLe ur, P re s ide nt
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bva nle ur@ s vtv.com

Lynda ll Cripps
Vice  P re s ide nt, Re gula tory
Tim e  Wa rne r Te le com
845 Ca mino S ur
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C/O Ga ry J os e ph
S ha re ne t Communica tions
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ga rv @ na tiona ibra nds .com

De nnis  D.  Ahle rs
As s ocia te  Ge ne ra l Couns e l
Es che lon Te le com, Inc.
730 S e cond Ave nue , S uite  900
Min n e a p o lis ,  MN 5 5 4 0 2
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